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SUBJECT: Excl usi on/ Gol den St ate Schol arshare Trust | ncone

Assenmbly Bill 530 (Assenmbly Committee on Higher Education), as enacted on Cctober
10, 1997, nmade the follow ng changes to California | aw

Article 19 (commencing with Section 69980) is added to Chapter 2 of Part 42 of the
Educati on Code.

This act establishes the Gol den State Schol arshare Trust. Under this act, the
California Student Aid Conm ssion may enter into participation agreenents with
participants for the advance paynent of qualified higher education expenses for a
beneficiary to attend an institution of higher education. The participation
agreenment provides the ternms and conditions for paynments nade to the trust and the
mninmumrate of interest borne by the investnent in the trust. The act provides
an overall maxi muminvestnment | evel for a designated beneficiary of the anount

equi val ent to the nmaxi mum estimated qualified higher education expenses, as
defined, that can be incurred by a beneficiary to obtain a baccal aureate degree at
an institution of higher education in California for four years. The act provides
a nore than de mninus penalty if a participation agreenent is canceled for
reasons other than death or disability of the beneficiary or in the event the
beneficiary receives a schol arshi p.

Pursuant to the participation agreenent, the comm ssion shall invest the pool ed
trust noneys. Any earnings therefrominuring to the state shall be used to meke
paynents to institutions of higher education on behalf of beneficiaries and to pay
for adm nistration costs.

This act requires the trust to provide an annual listing to the departnent of al
Schol arshare di stributions.

This act requires the Student Al d Conm ssion to adopt regulations to inplenent the
bill that are consistent with the requirements for exclusion or deferral from
federal taxation

Sections 17140 and 24306 are added to the Revenue and Taxati on Code.

This act provides an exclusion fromgross incone for the participant or
beneficiary earnings fromthe trust at the tinme they are earned. Distributions
fromthe programin excess of anpbunts contributed (such as interest earnings) are
i ncluded in the gross income of the designated beneficiary at the tine the
distributions are nade. This act provides that the furnishing of education to a
desi gnated beneficiary is considered a distribution.
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This act specifies that taxpayers who withdraw their funds early froma
Schol arshare account (cancel their participation agreement) and incur a penalty
shall not be allowed the deduction for early w thdrawal of savings.

Section 23735 of the Revenue and Taxation Code is anended.

This act provides that an interest in a participation agreenment shall not be
treated as debt for purposes of determ ning unrel ated debt-financed incone.

Section 24328 is added to the Revenue and Taxati on Code.

This act provides that the Gol den State Schol arshare Trust is an instrumentality
of this state and that the inconme of that trust is exenpt fromtaxation.

Under uncodified |law, this act provides that it is the intent of the Legislature
that the Golden State Schol arshare program be maintained as a qualified state
tuition programas provided in Internal Revenue Code (IRC) Section 529. Further,
this act is to be applied in a manner consistent with | RC Section 529 and any
anbi guities shall be resolved consistent with | RC Section 529.

This act applies to taxable and i ncone years beginning on or after January 1,
1998.

This act will not require any reports by the departnent to the Legislature.



